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Prologue

The Prince alighted from his gleaming silver-blue jet, his mind firmly on the task at hand: to persuade his close friend to go to war.

Prince Bandar bin Sultan bin Abdul Aziz Al-Saud, Saudi Arabia’s ambassador to Washington, was in Crawford, Texas, in August 2002 to visit the President of the United States, his close friend George W. Bush. At the President’s ranch the two men, comfortable in one another’s company, chatted for an hour. The President was in determined mood. Bandar’s exhortation that he should not back off, that he should complete what his father had failed to do, that he should destroy the regime of Saddam Hussein once and for all, gratified the President. Satisfied by their mutual reinforcement, the dapper enigmatic Prince and the cowboy President took lunch with their wives and seven of Bandar’s eight children.

A few weeks later, President Bush met the British Prime Minister, Tony Blair, at Camp David. The two leaders declared they had sufficient evidence that Iraq was developing weapons of mass destruction to justify their acting against Saddam, with or without the support of the United Nations.

Prince Bandar’s role in Washington and London was unique: diplomat, peacemaker, bagman for covert CIA operations and arms dealer extraordinaire. He constructed a special relationship between Washington, Riyadh and London, and made himself very, very wealthy in the process.

The £75m Airbus, painted in the colours of the Prince’s beloved Dallas Cowboys, was a gift from the British arms company BAE Systems. It was a token of gratitude for the Prince’s role, as son of the country’s Defence Minister, in the biggest arms deal the world has seen. The Al Yamamah – ‘the dove’ – deal signed between the United Kingdom and Saudi Arabia in 1985 was worth over £40bn. It was also arguably the most corrupt transaction in trading history. Over £1bn was paid into accounts controlled by Bandar. The Airbus – maintained and operated by BAE at least until 2007 – was a little extra, presented to Bandar on his birthday in 1988.

A significant portion of the more than £1bn was paid into personal and Saudi embassy accounts at the venerable Riggs Bank opposite the White House on Pennsylvania Avenue, Washington DC. The bank of choice for Presidents, ambassadors and embassies had close ties to the CIA, with several bank officers holding full agency security clearance. Jonathan Bush, uncle of the President, was a senior executive of the bank at the time. But Riggs and the White House were stunned by the revelation that from 1999 money had inadvertently flowed from the account of Prince Bandar’s wife to two of the fifteen Saudis among the 9/11 hijackers.

On the night of 4 August 2000, police barged into Room 341 of a tawdry hotel in Cinisello Balsamo, a nondescript working-class town in northern Italy, just outside Milan. There they found a pale, fleshy 53-year-old man lying amidst a jumble of bedclothes and underwear, a pornographic film flickering on the wall in the background. He was surrounded by four prostitutes: Russian, Albanian, Kenyan and Italian. Cocaine littered the floor, together with half a million dollars’ worth of diamonds.

Leonid Minin, a Ukrainian-born Israeli and part owner of the Europa hotel, used his two-room suite as a bedroom, office and den of debauchery. A cursory search unearthed hundreds of pages of documents in English, Russian, German, Dutch and French. They revealed Minin’s role in an extraordinary network of defence companies, arms dealers, banks, front companies, drug runners, bent politicians, intelligence agents, government officials, ex-Nazis and militant Islamists.

Among the documents was correspondence detailing the sale of millions of dollars of weapons to the Liberian government in exchange for diamond and timber concessions. Investigators used the flight logs and end-user certificates they found to reconstruct numerous deliveries of weapons and matériel into West Africa and other conflict zones. A number of these deliveries were made using Leonid Minin’s personal British Aircraft Corporation 1-11 jet, which still bore the insignia of the Seattle Sonics basketball team, which had previously owned the plane.

Manufactured by a company in the BAE group, Minin’s jet was more basic than Prince Bandar’s opulent gift, but its journeys were no less significant in their impact.

The horror descended on Freetown at 3 a.m. on 6 January 1999.

Rebel elements of the army joined forces with troops of the Revolutionary United Front (RUF) to invade the capital of Sierra Leone in an orgy of killing and destruction. They called it ‘Operation No Living Thing’.

This most horrific civil war on a continent of civil wars had begun in March 1991 as a spill-over from Liberia, which itself had been wracked by internecine violence since an invasion on Christmas Eve 1989 by a small group of armed men led by a former government junior minister, Charles Ghankay Taylor, with purported links to the CIA. He extended his war into neighbouring Sierra Leone to exploit that country’s massive diamond wealth through the RUF and its psychopath leader, Foday Sankoh, a dismissed army corporal and sometime photographer.

Throughout its eleven-year campaign the RUF killed and mutilated the very civilians it claimed to champion in an orgy of bewildering cruelty, while looting the country’s rich diamond reserves and trading them profitably with outsiders through Charles Taylor and his network that included Leonid Minin.

After Sankoh was captured in late 1998, his deputy commander, Sam Bockarie (aka ‘Mosquito’), declared that to free his imprisoned leader he was going to kill everyone in the country ‘to the last chicken’. In the first few days of 1999, the rebels infiltrated Freetown by joining civilians flocking into the city from the violence-ravaged surrounding towns. Their weapons were wrapped in dirty bundles. Another small group had fought its way to Mount Aureol overlooking the east end of Freetown. A rugged bush road winds from the top of the hill down to Savage Square, the heart of the east end. All they needed was extra weaponry.

On 22 December 1998, Leonid Minin had personally ferried guns and other equipment in his BAC 1-11 from Niamey in Niger to Monrovia, Liberia, where they were offloaded onto vehicles of President Charles Taylor’s armed forces and ferried to the outskirts of Freetown. With the safe arrival of the illegal arms, the order to attack was given.

In the early hours of 6 January, under cover of near-total darkness, the rebels made for Pademba Road Prison. They blasted open the gates and freed and armed the detainees. Foday Sankoh, however, had been removed from the prison two weeks before.

What followed was a two-day apocalyptic horror. Thousands of armed teenage soldiers, almost all of them wearing thick bandages on the side of the head where incisions had been made to pack crack cocaine under their skin, swarmed the city. Insane and delirious, they attacked the homes of civilians, killing those who refused to give them money, who were insufficiently welcoming, who looked well fed, or whose face they simply disliked. Thousands of innocent people were gunned down in their houses, rounded up and massacred on the streets, thrown from the upper floors of buildings, used as human shields and burned alive in cars and houses. They had their limbs hacked off with machetes, eyes gouged out with knives, hands and jaws smashed with hammers and bodies burned with boiling water. Women and girls were systematically sexually abused and children and young people abducted by the hundreds.

A group of rebels raided a World Food Programme warehouse looking for sustenance, but instead discovered hundreds of brand-new machetes intended for the cultivation of food. The machetes were used to crudely and methodically cut off the hands of hundreds of people – adults, children, even tiny babies. Because they had heard that an aid agency was sewing up severed hands, they took the hands with them.

At night during the blackout rebels chanting, ‘We want peace! We have come for peace!’ locked up whole families in their houses and set them ablaze so there would be light in the area. Fire was everywhere. Torches – raffia mats rolled and soaked in kerosene – ignited home after home; flames ravished the hills; family after family was burned alive.

Next to a roadblock a female soldier checked the virginity of her captives, prodding with her fingers after the girls were stripped naked and pinned to the ground. Then she made her suggestions to the senior officers of her unit. And in the city, on the grounds of the State House where the rebels ran a command post, hundreds of young women were rounded up, to be raped in the offices or on the walkways. Everywhere, hoping to be undesired, the youthful tried to look haggard, and with mixtures of water, soil and ash the light-skinned tried to make themselves dark.

Distinct units existed for committing particular acts: the Burn House Unit, Cut Hands Commando and Blood Shed Squad. Each had a trademark approach to their task: the Kill Man No Blood Unit who beat people to death without shedding blood or the Born Naked Squad who stripped their victims before killing them.

In less than two weeks almost 100,000 people were driven from their homes. Tens of thousands were left maimed and bloodied. Six thousand civilians were murdered.1

The arms trade did not cause this barbarism, but it facilitated and fuelled it.

At the time, Sierra Leone was the world’s least developed country. Most of its people lived on less than seventy cents a day and life expectancy was thirty-seven. Charles Taylor, Leonid Minin and their associates, who included the Al Qaeda network, made tens of millions of dollars out of the gun-running and diamond-trading operations associated with the brutal civil war.


Introduction

In our twenty-first-century world the lethal combination of technological advances, terrorism, global crime, state-sponsored violence and socio-economic inequality has raised instability and insecurity to alarming levels. At the same time, the engine that has driven this escalation, the global arms trade, grows ever more sophisticated, complex and toxic in its effects.

It might therefore be thought essential that the world’s democratic nations should address this trade collectively and urgently. If it must exist, then surely it should be coherently regulated, legitimately financed, effectively policed and transparent in its workings, and meet people’s need for safety and security?

Instead the trade in weapons is a parallel world of money, corruption, deceit and death. It operates according to its own rules, largely unscrutinized, bringing enormous benefits to the chosen few, and suffering and immiseration to millions. The trade corrodes our democracies, weakens already fragile states and often undermines the very national security it purports to strengthen.*

Global military expenditure is estimated to have totalled $1.6tn in 2010, $235 for every person on the planet. This is an increase of 53 per cent since 2000 and accounts for 2.6 per cent of global gross domestic product.1 Today, the United States spends almost a trillion dollars a year on national security with a defence budget of over $703bn.2 The trade in conventional arms, both big and small, is worth about $60bn a year.3†

The US, Russia, the UK, France, Germany, Sweden, Holland, Italy, Israel and China are regularly identified as the largest producers and traders of weapons and matériel.*

Almost always shrouded in secrecy, arms deals are often concluded between governments who then turn to manufacturers, many of which are now privately owned, to fulfil them. In some instances, governments enter into contracts directly with commercial suppliers. And companies do business with each other or third parties, some of whom are not even legal entities. These include non-state actors – from armed militias to insurgent groups and informal clusters of ‘terrorists’ – and pariah states. The sale and supply of weapons often involves murky middlemen or agents, also referred to as arms brokers or dealers.†

Many arms deals contain elements of all these arrangements stretching across a continuum of legality and ethics from the official, or formal trade, to what I will refer to as the shadow world, also known as the grey and black markets. The grey market alludes to deals conducted through legal channels, but undertaken covertly. They are often utilized by governments to have an illicit impact on foreign policy. Black market deals are illegal in conception and execution. Both black and grey deals frequently contravene arms embargoes, national and multilateral laws, agreements and regulations. In practice, the boundaries between the three markets are fuzzy. With bribery and corruption de rigueur there are very few arms transactions that are entirely above board.‡

The arms trade operates on collusion between world leaders, intelligence operatives, corporations at the cutting edge of technological development, financiers and bankers, transporters, shady middlemen, money launderers and common criminals.

This unholy alliance attempts to avoid responsibility for the gruesome consequences of their actions with the oft-quoted mantra: ‘Guns don’t kill people, people kill people.’4 But even technologically advanced forms of warfare, such as the use of unmanned drone aircraft to eliminate enemies, cannot minimize the sheer brutality of the trade and the destruction it causes.*

Supplying conflicts from world wars to the Cold War to the War on Terror, from small insurgencies to large-scale revolutions, arms dealers, weapons manufacturers and even governments have fuelled and perpetuated tensions in pursuit of profit, on occasion selling to all sides in the same conflict.

In addition to the primary moral issue of the destruction caused by their products, there is the related concern of the ‘opportunity cost’ of the arms business. For while a weapons capability is clearly required in our unstable and aggressive world, the scale of defence spending in countries both under threat and peaceable results in the massive diversion of resources from crucial social and development needs, which in itself feeds instability.

A stark example of this cost could be seen in the early years of South Africa’s democracy. With the encouragement of international arms companies and foreign states, the government spent around £6bn on arms and weapons it didn’t require at a time when its President claimed the country could not afford to provide the antiretroviral drugs needed to keep alive the almost 6 million of its citizens living with HIV and Aids. Three hundred million dollars in commissions were paid to middlemen, agents, senior politicians, officials and the African National Congress (ANC – South Africa’s ruling party) itself. In the following five years more than 355,000 South Africans died avoidable deaths because they had no access to the life-saving medication,5 while the weapons remain largely under-used.

The corrupt and secretive way the industry operates undermines accountable democracy in both buying and selling countries. The arms trade accounts for over 40 per cent of corruption in all world trade.6 The combination of the sheer magnitude of the contracts, the very small number of people who make the purchasing decisions and the cloak of national security lends itself to bribery and corruption on a massive scale. Some states are active participants in this illegality, while many more are content to countenance the behaviour. Almost all governments make weapons procurement decisions with huge financial implications that are neither cost-effective nor in the best interests of their countries. And the goods purchased often cost far more than initially quoted, are not able to perform as promised, and are produced or delivered years behind schedule.

There is clearly some need to maintain national security and commercial confidentiality. However, the all-encompassing secrecy that often characterizes arms deals hides corruption, conflicts of interest, poor decision-making and inappropriate national security choices. As a consequence, this trade, which should be among the most highly controlled and regulated, is one of the least scrutinized and accountable areas of government and private activity. Subsequent attempts to cover up malfeasance lead to additional illegal activity and the weakening of government. For instance, in the South African arms deal Parliament was undermined, anti-corruption bodies were disbanded and prosecuting authorities were weakened in order to protect politicians all the way up to the President.

It is hardly surprising that the agenda of weapons manufacturers and their supporters is at the centre of the governance process. For there is a continuous ‘revolving door’ through which people move between government, the military and the arms industry. The companies not only make significant financial contributions to politicians and their parties but also provide employment opportunities to former state employees, retired officers and defeated politicians. Nowhere is this more apparent than in the United States of America.

The pervasive, largely unchallenged common interests of defence manufacturers, the Pentagon, intelligence agencies, and members of Congress and the executive suggest that the US is effectively a national security state. This ensures that irrelevant weapons programmes which do little to make the country more secure continue to harvest billions of dollars in every budgetary cycle. For instance, during these straitened economic times the United States will ultimately spend over $380bn on a fighter jet that is of little use in current conflicts and has been described by a former Pentagon aerospace designer as ‘a total piece of crap’.7 The real security and economic interests of ordinary American taxpayers are sacrificed on the altar of this legalized bribery.

The ‘revolving door’ of people and money perpetuates what C. Wright Mills described as the ‘military metaphysic’, a militaristic definition of reality justifying ‘a permanent war economy’.8 This, despite the warning of the former General, Dwight D. Eisenhower, in his farewell address as President of the United States:



[with] the conjunction of an immense military establishment and a large arms industry … in the councils of government we must guard against the acquisition of unwarranted influence by the military-industrial complex. The potential for the disastrous rise of misplaced power exists and will persist. We must never let the weight of this combination endanger our liberties or democratic processes.9



Within a year of George W. Bush assuming the presidency, over thirty arms industry executives, consultants and lobbyists occupied senior positions in his administration. Half a dozen senior executives from Lockheed Martin alone were given crucial appointments in the Bush government during 2001. By the end of that year the Pentagon had awarded the company one of the biggest military contracts in US history.10

Dick Cheney had served George W. Bush’s father as Secretary of Defense before becoming CEO of Halliburton. During his tenure as Vice President under Bush junior, Cheney’s former company garnered over $6bn in contracts from the Department of Defense.11 Its oil-related contracts in Iraq trebled that number.12 Cheney still held stock in the company and left office a very wealthy man.13 Too little has changed under the Obama administration.

But it is not just the contracts. It is also the pernicious influence that this complex has on all aspects of governance, including economic and foreign policy and decisions to go to war. This unease is intensified because a large part of what it does is not open to scrutiny by law makers, the judiciary, the media or civil society watchdogs.

The arms industry and its powerful political friends have forged a parallel political universe that largely insulates itself against the influence or judgement of others by invoking national security. This is the shadow world.

The United Kingdom is hostage to a similar collusion between the main arms companies, especially the large and powerful BAE Systems,* and the executive branch of government, which acts as salesperson-in-chief for the industry. This relationship intensified during the Premiership of Margaret Thatcher, and Tony Blair’s New Labour happily followed suit. Over the past decade BAE has been investigated for bribery in at least five separate arms deals.

In France, where parts of the industry are still in state hands, arms companies receive similarly enthusiastic levels of support from governments of every stripe. But the country’s media and opinion-formers, with rare exceptions, appear mostly unconcerned by the dubious practices of their defence industry. That said, one or two investigating prosecutors have been more intrepid than their British counterparts in seeking legal recourse in cases of grand corruption. German, Swedish and Italian companies also receive massive assistance from their governments. Prosecutors in Germany do investigate arms companies but seldom with any publicly embarrassing consequences. In Italy and Sweden, where Saab has partnered BAE in many of the deals under scrutiny, investigations are rare.

The relationship between the defence industry and government is even more symbiotic in less democratic countries. The role of the weapons business is a crucial component of the People’s Liberation Army’s vast and growing commercial empire, which has become a defining feature of China’s autocratic command capitalism. While weapons have always been a tool of foreign policy, China’s use of cheap arms sales to expand its influence has reached unprecedented levels.14 Those who operate the levers of power of the Russian state – the so-called siloviki around Vladimir Putin – exercise complete control over the country’s arms business, which is an important source of patronage.15

China and Russia sell weapons to many of the world’s despots, including Sudan, Syria, Burma, Iran, North Korea and Zimbabwe.† Their small arms proliferate in conflict zones from Darfur to Mullaitivu. The Chinese were willing suppliers of weapons to Hosni Mubarak’s Egypt, along with Russia, France, the UK and the United States.16 The NATO powers, in their attacks on Libya’s Muammar Gaddafi, have had to destroy not only Russian weapons, but also those sold to the dictator by France, Germany, Italy and the UK.17

Such blowback – the unintended and unexpected negative consequences of weapons sales – is commonplace in the arms trade, often undermining the security of the selling country. Perhaps the most obvious example is the US arming of the mujahideen in Afghanistan. Armed and trained to drive the Soviet Union out of the country, the same trained fighters, with the same weapons, formed the core of the Taliban and the adumbral Al Qaeda network that today constitute America’s greatest enemy.

Blowback is also a commonplace when weapons, often surplus stock from the Cold War, the Balkans conflicts or the battlefields of Iraq and Afghanistan, are resold by ‘merchants of death’ such as Leonid Minin and Viktor Bout. Mostly small and light arms, these weapons have fuelled and prolonged conflicts in Africa, the Middle East, Latin America and South Asia.

When these numerous cases of blowback are blamed on the weapons manufacturers and their defenders in government, they retort that these unfortunate incidents are outweighed by the industry’s economic contribution, particularly the number of jobs it creates. In reality the record is mixed.

The positive economic impact of the arms business is often overstated by the powerful PR machines, think-tanks and lobbyists that the industry funds. Not only are the numbers of job opportunities vastly exaggerated but it is overlooked that these jobs usually require significant subsidy from the public purse that could be used to create far more numerous and less morally tainted jobs in other sectors.

There is little doubt that the defence industry has contributed to significant progress in technological development.18 But it is arguable that with the same or even fewer resources, other sectors might have similar impact.

The arms industry’s economic contribution is also undermined by the frequency with which its main players around the world – Lockheed Martin, BAE, Boeing, Northrop Grumman, and those closely linked to it such as KBR, Halliburton and Blackwater – are implicated in grand corruption, inefficiency and wastage of public resources. They are very seldom forced to pay any significant price for their malfeasance and are always allowed to continue bidding for massive government contracts.

While there is a plethora of national, regional, multilateral and even some international regulation of the arms trade, the reality is that the symbiotic and secretive relationship between the industry, middlemen and their governments has meant that, in practice, this regulation is seldom fully enforced and is sometimes completely ignored. Since the modern inception of UN arms embargoes, there have been 502 investigated, documented and publicized allegations of violations of such embargoes, but to the best of our knowledge, there is only one instance where this has led to legal accountability of any sort, and this one case resulted in an acquittal.19

The arms business has a huge impact on the lives of most of the world’s people, not only by fuelling and perpetuating conflict but also because of its profound impact on government, not least of which is the nature and extent of the wars we find ourselves fighting. Its victims include the taxpayers of the countries whose companies produce the weapons, the often more impoverished people of the purchasing countries and, of course, those who suffer at the deadly receiving end of the weapons themselves.

The arms trade – an intricate web of networks between the formal and shadow worlds, between government, commerce and criminality – often makes us poorer, not richer, less not more safe, and governed not in our own interests but for the benefit of a small, self-serving elite, seemingly above the law, protected by the secrecy of national security and accountable to no one.

The Shadow World is a journey of discovery into this powerful, but secretive world.

It begins with an arms company founded by a group of senior former Nazi officers in the aftermath of Germany’s defeat that developed into one of the most nefarious networks of arms dealers the world has known. And it ends with the ill-conceived wars in Iraq and Afghanistan that have been a goldmine for US and allied defence manufacturers, as well as for the shadow world.

Along the way, the book traces the growing wealth of Saudi Arabia and its increasing influence on the global weapons trade, and especially its role in the development of the British defence behemoth BAE via the world’s largest arms contract, the infamous Al Yamamah deal. It looks at how BAE and its US counterpart, Lockheed Martin, consolidated their relationships with governments and intelligence agencies in order to win weapons deals in their home countries, while also using these contacts and dubious agents to bribe their way into spectacularly lucrative contracts abroad.

It tracks the rise of rogue dealers like the Lebanese-Armenian Joe der Hovsepian, and the merging of the state, criminal activity and gun running which reached its apogee with the diamonds-for-weapons transactions overseen by the former Merex agent and Liberian President, Charles Taylor. It surveys the devastation of swathes of the African continent, enmired in seemingly endless civil wars and ethnic conflicts, fuelled by the rapaciousness of the arms trade. And it examines the role of the very wealthiest nations of the world, from Israel to Sweden, in facilitating this trade.

Finally, The Shadow World reveals the current status and whereabouts of the main characters and companies chronicled, before highlighting emerging trends in the arms trade, as well as the prospects for improved regulation, enforcement and accountability.

At our journey’s end, I hope that you might ask whether we, the bankrollers, should not know more, far more, of this shadow world that affects the lives of us all. Whether we shouldn’t demand greater transparency and accountability from politicians, the military, intelligence agencies, investigators and prosecutors, manufacturers and dealers, who people this parallel universe. Whether we shouldn’t emerge from the shadows that blight our world.


SECTION I

The Second-Oldest Profession



[image: image]




1. Sins of Commission

‘Here I am, a profiteer in mutilation and murder’ is the proud self-description of Andrew Undershaft, the munitions manufacturer who bestrides George Bernard Shaw’s Major Barbara. Unlike the often one-dimensional Lords of War and Merchants of Death who have littered literature, television and film in the more than hundred years since Shaw wrote his play, Undershaft embodies the complexities and contradictions of the manufacture of and trade in weapons.

He suggests there are only two things necessary to salvation: ‘money and gunpowder’. Of government, ‘that foolish gaggle shop’, he says:


you will do what pays us. You will make war when it suits us, and keep peace when it doesn’t. You will find out that trade requires certain measures when we have decided on those measures. When I want anything to keep my dividends up, you will discover that my want is a national need. When other people want something to keep my dividends down, you will call out the police and military. And in return you shall have the support and applause of my newspapers, and the delight of imagining that you are a great statesman.1

 	

The true faith of Shaw’s ‘Armorer’ lies in selling ‘arms to all men who offer an honest price for them, without respect of persons or principles … tak[ing] an order from a good man as cheerfully as from a bad one’. But, interjects a foppish man-about-town with designs on Undershaft’s daughter, ‘the cannon business may be necessary and all that: we can’t get on without cannons; but it isn’t right you know.’2

Shaw’s inspiration for Andrew Undershaft was Basil Zaharoff, godfather of the modern BAE, together with the Swedish and German armaments magnates, the Alfreds Nobel and Krupp. Known variously as ‘the super-salesman of death’, ‘the mystery man of Europe’, ‘the Monte Cristo of our time’, Zaharoff was the world’s first flamboyant, larger-than-life arms dealer, providing the template for those who followed him.

As Anthony Sampson, the renowned author of The Arms Bazaar, notes:


Zaharoff was a figure of historical importance; for he was not merely a master of salesmanship and bribery, but an operator who understood the connections between arms and diplomacy, between arms and intelligence, and who could serve both as salesman and spy. He represented all the mixed loyalties of the burgeoning arms business: ‘I sold armaments to anyone who would buy them. I was a Russian when in Russia, a Greek in Greece, a Frenchman in Paris.’3

 	

Everything about Zaharoff’s cosmopolitan life, including his date and place of birth and his original name, are shrouded in mystery and intrigue, largely of his own making and in no small measure to facilitate his business interests.4 A Greek of humble origins, probably born between 1849 and 1851, Zaharoff initially worked as a tout for local brothels. He was also a member of the Tulumbadschi, the Constantinople firemen-gang who would only put out fires for a bribe, and frequently started blazes in order to solicit the money. He soon travelled the world, under the identity of Prince Gortzacoff, the son of a Russian officer.

Arriving in Cyprus almost penniless, Zaharoff moved into arms dealing, first selling hunting guns and then cheap military equipment. He claims to have sailed the coast of Africa in a ship loaded with war materials which he sold to the chiefs of two warring West African tribes. He later said: ‘I made my first hundreds gun-running for savages. I made wars so that I could sell arms to both sides. I must have sold more arms than anyone else in the world.’5

Back in Athens in 1874, an influential political journalist, who would later become Prime Minister of Greece, arranged Zaharoff’s first job in the trade which became his métier.6 During his early years with the Swedish weapons-maker Nordenfelt, Zaharoff rapidly increased his knowledge of weaponry, persuading the company to sell its new submarine not only to Greece but also to his homeland’s bitter rival, Turkey: ‘He considered it an unpatriotic act and somewhat immoral to sell submarines to the mortal enemies of [Greece], namely the Turkish navy, but he always had the strength to overcome such reservations.’7

It was during these early arms-trading days that the singular activities of his later life began: the dissemination of military propaganda to the press and the art of the bribe, leading one observer to comment:

Even a veteran armaments salesmen would hesitate before trying to sneak a five-digit check to a defence minister in the presence of the Parliamentary Control Commission. But hesitation was not for Zaharoff. He would not have been too timid to put bags of gold pieces on the Minister’s desk, even in the presence of the district attorney dedicated to suppressing corruption.8

 	

Nordenfelt’s competitors – which included the large British manufacturers Vickers and Armstrong, the German giant Krupps and the Schneider–Creusot company of France – adopted the view that the cheapest offer had the best prospect of acceptance. Zaharoff applied the opposite method: ‘He offered his guns for twice the competition’s price, and slipped the politicians deciding the sales three times more in bribes than his competitors would dare to offer.’9

He was always happy to stoke conflict to ensure the prosperity of his business. It has been suggested that one of the key reasons peace was not restored in the Balkans from the late nineteenth century until after the First World War was because ‘A few thousand gold francs paid to the editor of a normally peace-loving newspaper, a few hundred leva to a border guard who had never before fired a shot – and a new incident was created. The parliaments approved new armaments credits; the ministerial offices allocated – for still higher percentages of still higher priced bids – new orders for weapons.’10

Zaharoff was also accused of chasing, if not helping incite, wars between Bolivia and Paraguay and Spain and America, among others.11 He sold weapons to both sides in the Boer War and the Russo-Japanese conflict, clashing with an opposition MP, Lloyd George, who took issue with the practice.12

He expended enormous energy and money ingratiating himself to the courts and chancelleries of the world.13 Stories proliferated in European capitals of Zaharoff’s corruption and deviousness. Even a historian for Vickers, who had bought Nordenfelt in part to secure Zaharoff’s services, concluded: ‘There is evidence that on two or three occasions in Serbia in 1898, in Russia later, and probably in Turkey, Zaharoff paid secrecy commissions, or bribes.’14

The reasons for the bribes were those that apply today: as the commission increased, officials might well favour bigger orders, beyond the capacity or needs of their country, to ensure that their share would be greater. A story was told of a salesman who paid a succession of commissions to officials on a contract with a European government for a cruiser, until one official made such an exorbitant demand that the Englishman exclaimed: ‘How can I build the cruiser?’ The official replied: ‘What does that matter, so long as you get paid and we get paid?’15

In the lead-up to the First World War Zaharoff seemed to be everywhere, involved in everything that could increase profits. He stayed one step ahead of his competitors not only through straightforward corruption, but also through his mastery of influence and information.16 There were very real fears, especially among some British politicians, that the arms companies in general and Zaharoff in particular were setting their own foreign policy and having undue influence over government.17 When, on 28 July 1914, the war so badly desired by the industry was declared, Zaharoff was perfectly positioned to take maximum advantage. At the time he was arming both sides, as he probably did up to 1915.18 In fact, for the thirty years leading up to the war, the British arms industry did as much to support the enemy’s military as anyone else. Armstrong-Whitworth built thirty-six naval ships for the Royal Navy, but over 100 for foreign fleets, twenty-six of which went to the eventual enemy.19

Nevertheless, Zaharoff grew close to the former arms industry critic, Lloyd George, during his time as Minister for Munitions and then later as Prime Minister. The arms dealer even acted as a spy king, working directly for Lloyd George.20 Of course, Zaharoff used his espionage activities as further justification for arms sales to all and sundry, arguing that ‘the nation which sells [arms] to other nations understands best the real military and naval positions inside those countries to which it sells’.21

The First World War ran its course, taking the lives of millions and causing unimaginable destruction, but for Zaharoff ‘it brought high honours and made him a multimillionaire’.22 He was knighted by the King of England, received the highest orders of merit and was appointed adviser to the British Prime Minister for peace negotiations.23 In reality, whenever peace sentiment was making headway among any of the war-weary allies in the later years of the conflict, the arms salesman declared himself in favour of carrying on the war ‘to the bitter end’.24

In his later years in Monte Carlo, the one-time ‘super-salesman of death’ was primarily interested in destroying evidence of his past activities. And when, on 27 November 1936 he died at the age of eighty-seven in a wheelchair on the balcony of his Hôtel de Paris, he could afford a final wry, cynical smile: he had enjoyed his millions derived from wars, which gave him his titles, degrees and every possible luxury. But he took most of his secrets to the grave with him, leaving behind a template for the archetypal arms dealer: an aura of mystery, flamboyance and high living; friendships in the corridors of power; the habitual use of bribery and corruption; engagement in deception and covert intelligence activities; manipulation of public policy and opinion through ownership of, or influence in the media; involvement in financial services so crucial both to trading activities and to laundering of the resultant profits; the charm, ability and bloody-mindedness to sell anything to anybody. In short, a life spent operating in the opaque interstices between the legal and illegal, while buying respectability through gifts, endowments and the company of the rich and powerful.

The First World War led to a broad backlash against the arms-makers.25 Zaharoff’s close associate Lloyd George recalled that, at the war’s conclusion, when the Allies gathered in Paris to sign the peace treaty ‘there was not one there who did not agree that if you wanted to preserve peace in the world you must eliminate the idea of profit of great and powerful interests in the manufacture of armaments’.26

The discovery that Zaharoff’s Vickers had armed Britain’s enemies heightened the antipathy. But the most influential critic of the arms companies was the United States’ President Woodrow Wilson, fired with his zeal for the League of Nations. It was he who inspired the historic paragraph of the Covenant of the League which agreed ‘that the manufacture by private enterprise of munitions and implements of war is open to grave objections’.27 This led to the establishment of a commission to reduce arms. Its 1921 report was a devastating indictment of arms companies, accusing them of ‘fomenting war scares, bribing government officials, disseminating false reports concerning the military programmes of countries and organizing international armaments rings to accentuate the arms race by playing one country off against another’.28

Despite this trenchant, far-reaching criticism, in practice little was done. The arms industry was in an unparalleled slump and Vickers and its rival, Armstrong, were in such bad shape that the British government forced them into a merger, creating Vickers-Armstrong.29

Between the world wars, all the large arms companies, including Vickers-Armstrong, agitated against the prospect of a permanent peace. At the Geneva disarmament conference in 1927 an ebullient arms lobbyist, William G. Shearer – employed by three big American shipbuilding companies at huge cost – was instrumental in sabotaging any moves towards international agreements on disarmament by stoking fears and spreading propaganda to encourage the building of warships. Shearer’s lobbying, however, had an unintended consequence, leading to an unprecedented crusade against the arms companies: soon after the Geneva conference, he filed a suit against the three companies that had employed him for $258,000 in unpaid lobbying fees, thus making public not only the exorbitant cost of his employment but also the arms companies’ opposition to disarmament.30

While over the previous decade the American public had been largely apathetic towards arms control, the Shearer revelations coincided with a growing wave of pacifism and an underlying distrust of big corporations made more intense by the Great Crash of 1929. The indiscretions of a single salesman became the passionate concern of a nation. At the end of 1933, pacifists won the support of a Progressive Republican junior Senator from North Dakota, Gerald P. Nye, who embraced the campaign against the arms trade with rhetorical fervour: ‘Was ever a more insane racket conceived in depraved minds or tolerated by an enlightened people?’31

In April 1934, the Senate established a committee with Nye as chairman. The press acclaimed the campaign. In the spring of that year Fortune magazine published a vituperative article entitled ‘Arms and the Men’, which calculated that in the First World War it had cost $25,000 to kill a soldier, ‘of which a great part went into the pocket of the armament maker’.32 A polemical book, The Merchants of Death, became a bestseller and the Chicago Daily News described how 200 firms were earning ‘cold cash profits on smashed brains or smothered legs’.33

Later that year, Nye’s committee delivered a stunning report. It uncovered correspondence between the president of the Electric Boat company and his counterpart at Vickers, revealing the general amorality of the weapons business in their disdain for any kind of control over the arms trade, their dislike of attempts to promote peace, and their willingness to use bribes.34 The committee asked Clarence Webster of the Curtiss-Wright aircraft company to explain what was meant by a commission: ‘In fact it would be bribery, would it not?’ He replied: ‘It would. It is rather a harsh word, but it would, strictly speaking.’

Nye’s committee vividly revealed the arms industry’s ‘constant tendency towards bribery, and the playing off of one country against another to sell arms’. It also exposed the extent to which arms salesmen were supported by their governments: ‘It makes one wonder,’ commented the Senator, ‘whether the army or the navy are just organisations of salesmen for private industry, paid for by the American government.’35 A witness suggested that ‘the Vickers crowd are the dirtiest, they have almost an entire embassy in number working for them and use women of doubtful character freely’.36

The Nye Committee’s findings, while fairly widely criticized, at least led to the creation of a national Munitions Control Board. This didn’t give government the power to stop arms deals in peacetime but gave some hope of an international agreement on the issue.

In the UK the findings of the Nye committee, combined with popular pressure, led the Labour Party to demand ‘the prohibition of the private manufacture of arms’ in 1934. During the parliamentary debate, Clement Attlee, the future Prime Minister, compared the trade in arms to prostitution and slavery. After a ballot in Britain in which over 90 per cent of respondents felt ‘the manufacture and sale of armaments for private profit [should] be prohibited by international agreement’, the government was forced to set up a Royal Commission on the issue.37 It provided a wide-ranging, if muted, critique of the British arms trade but did include a fiery intervention from Lloyd George: ‘I think the less you leave to private manufacture, the less is the incentive to promoting agitation for war.’38 By this time, the ageing Zaharoff clearly had little influence over his old wartime friend.

Vickers’ spokesmen at the Commission made clear the company’s modus operandi:



Mr. Yapp [Vickers]: … We pay our agents a percentage of commission.

Dame Rachel Crowdy: A percentage?

Yapp: Yes, but as to what part of that goes into his own pocket or what he does with it we have no control.…

Crowdy: Therefore any entertainment has to come out of his commission, really.

Sir Charles Craven [Vickers]: Yes.

Crowdy: And any ‘palm-greasing’ has to come out of his commission?

Craven: Certainly.39



By the time the Committee reported, the state of British arms companies and of public opinion had started to shift in response to the aggressive behaviour of Nazi Germany, where Krupp had come to terms with Hitler and handed over his factories to the making of weapons. Britain’s massive rearmament in response was the saviour of its arms companies. The direct and menacing threat to the country, the accompanying war propaganda and the canonizing of the military put an end to criticism of arms manufacturers.

The companies received heavy state support to revitalize shipyards and factories and, thanks to strict government control over their profits, were insulated from accusations of war profiteering. The export of arms became less relevant and more strictly controlled. The Air Ministry had some acrimonious disputes with Vickers and other companies over late and inadequate deliveries and had to look to Lockheed in America to provide enough bombers. But the celebrated Spitfire, mythologized after the Battle of Britain, massively enhanced the image of Vickers and obliterated the memories of the late Basil Zaharoff. This was the high point of the company’s national role and public image.40

The Second World War signalled the creation of the military-industrial complex in Britain and elsewhere. This militarized economy, born out of an imperial system and expanding to vast proportions during the war, largely remained in place into the Cold War.

For a decade after the war, the arms trade was virtually an Anglo-American monopoly.41 Britain’s industry was kept buoyant by the decline of Empire, for as countries gained their independence they sought arms to enhance their status and security. From 1945 to 1955, Britain sold arms worth over $2bn to private traders and $1.7bn to foreign governments, excluding warships.42 The formation of NATO and the flow of American aid to Europe provided extra opportunities for sales. The Americans, whose concerns were more diplomatic than commercial, bought equipment from Britain for the Continent. The two countries worked closely together, and by obeying unwritten understandings about areas of influence they avoided any drastic competition in arms sales.43

It is surprising, with the reaction to the First World War in mind, that there was not more public concern about the rush of arms sales in the aftermath of the most destructive war in the history of mankind. Certainly the problems of disarmament were discussed as never before, but it was nuclear disarmament which understandably dominated the arguments and conferences. Compared to the new danger of a nuclear holocaust, the problem of the export of conventional arms seemed relatively harmless, and inevitable as a by-product of the growing Cold War.

As the Cold War extended and British influence diminished, so the Americans moved into traditional British areas in response to Soviet threats and the Soviet Union’s growing arms industry. By the early sixties, the United States was by far the biggest exporter of arms, forcing Britain to compete more desperately for her markets abroad.

Vickers-Armstrong’s attempts to remain the biggest arms company were futile. The battleship, which had been the jewel in Vickers’ crown for fifty years, was much less important after the war and the manufacture of jet aircraft was becoming too complex and expensive for a single British firm.44

Even in Europe Britain was being challenged by the re-emergence of France as a major manufacturer of arms and particularly aircraft. The French arms industry was championed by Marcel Dassault. The son of a Jewish doctor, Marcel was brought up in Paris at the end of the nineteenth century and developed an early passion for flight. He set up his own company to make planes during the First World War. After the fall of France in 1940 he was interned with other French aircraft designers. He refused to work for the Nazis in return for his freedom and in 1944 was transported to Buchenwald, where he still refused to cooperate and was sentenced to death, to be saved only by the arrival of the Allied armies. He emerged a frail-looking man of fifty-two, partly deaf, with weak eyesight, but still burning with ambition to build aircraft. After the war he changed his name from Bloch to Dassault (his brother’s pseudonym during the Resistance), formed a close political alliance with De Gaulle, was elected a Deputy of the French Parliament for seven years from 1951, and built an organization more compact and impressive than its Anglo-Saxon equivalents.45 His most glorious creation was the Mirage jet, famed for its Delta wing and rocket booster. It became one of the most successful of all French exports and a major factor in French foreign policy. With his immense wealth, dominance of the French arms industry, political connections and newspapers, Dassault became a one-man military-industrial complex.

However, neither the French nor the British could effectively compete in the long term with growing American exports. To address this the British government actively encouraged the rationalization of the industry, with Rolls-Royce, Hawker Siddeley Aviation and the British Aircraft Corporation (BAC) emerging as the main consolidated players.46 BAC was formed on 1 July 1960 as a result of the merger of Vickers-Armstrong’s aircraft division and three other smaller companies. It was 40 per cent owned by Vickers-Armstrong. Its only real success was a smallish civil airliner, the BAC 1-11, later Leonid Minin’s plane of choice. The government, fearing the company’s failure but unwilling to bail it out, eventually nationalized BAC in 1977 and merged it with Hawker-Siddeley and Scottish Aviation. The new group was named British Aerospace.47

In 1979, an election in the UK brought Margaret Thatcher to power. Her fundamentalist free market ideology was underpinned by a deep commitment to widespread privatization of the public sector. BAE’s short-lived nationalization came to an end in early 1981 when it was made a public limited company. In February the government sold just over 51 per cent of its shares, shedding its remaining holding in 1985, although it retained a Golden Share giving it the power to veto foreign control.48

In 1987, BAE bought Royal Ordinance, a collection of nationalized arms factories producing ammunition, small arms, tanks, artillery and explosives. Four years later the small-arms manufacturer Heckler and Koch was also purchased.49 British Aerospace became BAE Systems in 1999 after it merged with Marconi Electronic Systems. The name change was clearly intended to alter the company’s image of a purely British entity, given that it sells more to the US Department of Defense than to the UK’s Ministry of Defence.50

The ‘new’ BAE’s early survival was dependent not on the Pentagon, but primarily on a desert kingdom of dubious reputation. Saudi Arabia came into being as a modern state in 1925 after a 24-year-long campaign by Abdul Aziz, also known as Ibn Saud, in which he subdued and drew together the various tribes of Arabia. The Saudi state is to this day an absolute monarchy, with the kingship and many of the most important ministries still in the hands of the children of King Abdul Aziz.51 The country’s wealth and status are determined by the vast oilfields in the east and the two holiest cities of Islam, Mecca and Medina, in the west. The combination of gargantuan oil wealth and strict, fundamentalist religion has produced one of the world’s great enigmas.

Saudi Arabia holds approximately one fifth of all the world’s proven oil reserves,52 and has long been the world’s largest oil exporter, although Russia may have recently overtaken it.53 The black gold – which accounts for 80 per cent of Saudi budget revenues, 90 per cent of its export earnings and 45 per cent of its GDP54 – was first discovered in 1938 after King Abdul Aziz’s English adviser, Jack Philby, persuaded the King to allow prospecting. Philby, who was the father of Kim, the notorious Briton unmasked as a Soviet spy, was dismissed by the British government as a bit player and was taken on by Standard Oil of California. He secured a prospecting concession for his new employers, which cost $175,000 in gold up front and loans of $600,000. The agreement was good for sixty years and covered 360,000 square miles and was surely the steal of the century. For a generation after its discovery, the Saudi oil business was effectively controlled by ARAMCO (The Arabian American Oil Company), a consortium of Saudi and American oil companies.55

The country’s oil riches have enabled it to forge a symbiotic relationship with the West, in which oil flows plentifully in return for an unwritten guarantee of protection, and a seemingly insatiable appetite for arms deals. The US and the UK, who are party to laws and agreements obliging them to consider human rights before agreeing to arms exports, are blind to the kingdom’s autocratic, oppressive and misogynistic rule when it comes to selling weapons. Human rights abuses are frequent. The practice of any religion other than Islam is illegal and political parties are outlawed. Amnesty International described the situation in 2009:


Thousands of people continued to be detained without trial. Human rights activists and peaceful critics of the government were detained or remained in prison, including prisoners of conscience. Freedom of expression, religion, association and assembly remained tightly restricted. Women continued to face severe discrimination in law and practice. Migrant workers suffered exploitation and abuse with little possibility of redress. The administration of justice remained shrouded in secrecy and was summary in nature. Torture and other ill-treatment of detainees were widespread and systematic, and carried out with impunity. Flogging was used widely as a punishment. The death penalty continued to be used extensively and in a discriminatory manner against migrant workers from developing countries, women and poor people. At least 102 people were executed.56

 	

Geoffrey Edwards, a rugged Yorkshire businessman with a commanding voice, big chin and leonine head, who had travelled to Saudi Arabia in 1960 looking for civil construction projects, saw the potential for arms contracts. He contacted UK companies and became an agent for a consortium of BAC, AEI and Airwork. Edwards lived in Jeddah, developing a close relationship with Prince Sultan, the Minister of Defence and Aviation from 1962, King Faisal’s half-brother and father of Prince Bandar. Edwards shrewdly employed Prince Sultan’s brother, Prince Abdul Rahman, as an agent, offering him half the commission he was receiving from AEI. The Englishman also consulted Gaith Pharaon, an influential Saudi financier whose father was the King’s physician. Edwards later said that he paid Pharaon £80,000.57

At the time, the Saudis coveted the latest-generation jet fighter aircraft. However, Edwards was not alone in bidding for Saudi Air Force contracts. There was stiff competition from Dassault and the American companies Lockheed and Northrop. Initially, a prospective deal was of little interest to the Foreign Office, who regarded Saudi Arabia as the Americans’ preserve. But when a Labour government came to power in 1964 faced with a financial crisis, the right-wing Edwards saw an opportunity. He gained access to the then Aviation Minister and persuaded him of the enormous economic benefits of the deal. The minister dispatched his Parliamentary Secretary, John Stonehouse, to support the negotiations. Stonehouse later remarked:

Most people in Government frowned upon Geoffrey Edwards as an arms salesman grasping after his fat commissions. I did not. In an area such as Arabia much of the commission would any way have to be spent in bribes and, anyhow what was the point of adopting a ‘holier-than-thou’ attitude when Britain’s factories sorely needed that business and our balance of payments need the foreign currency.58

 	

Edwards was aware that Prince Sultan wanted British Lightning aircraft. He heard that the Prince was frustrated with the Americans and was keen to shift away from dependence on them. The Saudi royal may well have dropped these encouraging hints as a ploy to increase the competition and gain better terms from the Americans. The situation was complex as the British and Americans were still wary of trespassing on each other’s turf. By September of 1965 the British seemed to have lost out to the US. However, because the Americans were not keen on Saudi Arabia acquiring the Lockheed Starfighter, which was so advanced that it would upset the balance of power in the region, particularly in relation to Israel, high-level diplomacy between London and Washington resulted in a joint offer being made to the Saudis. In December 1965, the Saudis accepted the joint offer, which from the British side comprised forty-two BAC Lightning Fighters and an AEI radar system, with Airwork providing training. It was announced as Britain’s biggest ever export deal.

While negotiations were taking place between London and Washington the companies and their agents made mischief. Every company had its own group of agents, some of whom clandestinely represented more than one of the bidders. Each accused the others of bribery. Kim Roosevelt, the Northrop agent, had been in charge of the CIA coup to overthrow Mossaddegh and restore the Shah to power in Iran, and was not averse to using his deep intelligence contacts, telling Northrop executives: ‘my friends in the CIA are keeping an eye on things’.59 Prince Mohammed, another Northrop agent, kept the King informed of the bribes Lockheed were paying. Adnan Khashoggi, then a young, virtually unknown arms dealer who would later emerge as the Basil Zaharoff of his era, was hired by Lockheed. He developed close links with Prince Sultan and was used extensively as a deniable conduit for bribes.60

At least £7.8m was paid in commissions on the British contracts with the knowledge of three separate UK government entities: the Export Credit Guarantee Department, the Treasury and the tax authorities.61 Geoffrey Edwards, who was instrumental in securing the Lightning contract for BAC, charged 1.5 per cent commission, worth over £2m, a staggering sum at the time.62 He nonchalantly suggested that ‘the payments were normal practice, legal and out in the open. They were for business services rendered.’63 To cover these massive commissions, BAC inflated the price of each Lightning jet by £50,000, listing the cost as ‘Agency Fees’. The commissions went not only to Gaith Pharaon but also to five Saudi princes.64

After the deal Edwards sued AEI, which was refusing to pay him commission on its contract, instead rewarding a shady agent who was later murdered in Paris. Edwards was himself sued by three agents, including Prince Abdul Rahman, who insisted that the Yorkshireman owed them money on the deal.65 Edwards retired to the island of Jersey, working briefly as an agent for Lockheed before setting up his own company dealing with the Middle East. It later transpired that the original British contract and the commissions paid to Edwards were dwarfed by the contracts with Lockheed and Northrop and the colossal commissions paid to Khashoggi.

John Stonehouse, who had been so important in pushing the deal through, had clearly been exposed to the dark side by his Saudi experience. After rising in government service, he soon began speculating in private ventures, which led him into considerable debt. He disappeared off a beach in Miami in 1974, was discovered living under an assumed name in Australia and in 1976 was convicted of fraud and forgery and sentenced to seven years in jail.66

The deal was hardly a triumph for the Saudis. The Lightning aircraft were more suited to the coastal defence of Britain than the vast deserts of Arabia.67 After numerous technical problems with the jets as they were being delivered, a Lightning crashed on a demonstration flight over Riyadh in September 1966. However, the biggest problem the Saudis had to contend with was the inadequacies of Airwork, the providers of the training and maintenance contracts. The company’s commitments proved beyond its resources. The Ministry of Defence was compelled to become more deeply involved. Ex-RAF pilots were recruited to fly the planes, becoming, in effect, sponsored mercenaries to the Saudis; and eventually the British government had to set up its own organization in Riyadh, jointly with the Saudis, to supervise the programme. What began as an apparently simple commercial sale ended up, like many future arms deals, as a major government commitment.68

Despite the dissatisfaction and renewed competition with US companies, a new deal was signed between the Saudis and the UK in 1973 for the purchase of ten Strikemaster fighter jets and maintenance, worth £253m.69 At least £30m in commissions was paid in this government-to-government deal.70 The British government was directly involved in passing on the payments, as the Ministry of Defence signed the contract with Riyadh and with BAC as the lead supplier. The officially controlled profit margin of the company was a fiction used to finance the commissions which flowed into anonymous Swiss bank accounts.71

Willie Morris, the British ambassador to Saudi Arabia between 1968 and 1972, wrote that ‘The Saud family regard Saudi Arabia as a family business.… The sheer effrontery is breathtaking of a prince who will keep on talking about rights and wrongs, when you know (and he probably knows you know) that his cut may be 20% of the contract price.’72 The world of Saudi arms sales, he said, was ‘crooked. The question of corruption is obviously crucial … the “system” is at best an infernal nuisance, and it is potentially explosive – a time bomb under the regime.… It is a jungle inhabited by beasts of prey in which one must move with caution and uncertainty.’ He added that Prince Sultan ‘has, of course, a corrupt interest in all contracts …’73

On assuming office in 1977, the new British Foreign Secretary, David Owen, was made aware of the tactics of bribing the kingdom’s royal family, being told in a dispatch: ‘To secure a contract, a company must secure the support not merely of a senior prince, often through an established agent through whom very substantial commissions have to be paid; but also of many ministers and officials down the line.’74

To legalize this practice, in May 1977 the Cooper Directive was issued. Named for its author Frank Cooper, Permanent Secretary at the MoD, this secret policy gave the senior bureaucrat the power to authorize commissions on government-to-government contracts and withhold information of their payment from the minister. The commissions would be regarded as acceptable as long as the UK firm involved confirmed that they were legitimate to the winning of the contract. The directive instructed officials to avoid ‘over-extensive inquiries’ of the companies.75 In 1994 the Cooper Directive was rewritten in more obscure terms: ‘Officials would no longer visibly “authorise” commission payments, or correspond about them. Instead, they were to merely “consider” and “advise”.’ According to the response to a Freedom of Information request this policy is still in place today.76

And so with the sweep of a bureaucratic hand and with the blessing of his political master, the Prime Minister, who had informally told fellow ministers that the UK could not hold to the same high standard as the US on corruption, Britain had irrevocably decided that it would break the law in arms deals with the kingdom of Saudi Arabia for evermore.77

This only enhanced the relationship. Appropriately, when King Faisal died in March 1975 it was the Secretary of State for Defence who was sent to represent the British government at his funeral. In 1976, Prince Sultan, still Minister of Defence and Aviation, made his first visit to London. The UK was by then interested in selling Jaguar aircraft to the kingdom.78 The Saudis had been steadily buying from the US. However, in 1976 Congress blocked the transfer of Maverick missiles to the kingdom and the liberal Jimmy Carter was elected President. During this time of uncertainty the Saudis wanted to strike rapid deals with its other arms providers.

In September 1977, BAC signed a follow-on contract to continue the ‘Saudization’ of the kingdom’s Air Force up to 1982. The contract was thought to be worth £500m.79 Commissions of £60m were paid with the certain knowledge of the UK government. The head of the government’s Defence Sales Organisation (DSO) described the size of the commissions as what was ‘commonly charged’, though ‘the sums involved are very large, and in future, as defence projects become more ambitious, the agency fees demanded will, unless some restraint is applied, become enormous’.80

The commissions, totalling 15 per cent of the contract value, were paid for by charging the Saudis ‘admissible costs’ of 10 per cent of the contract value, while the other 5 per cent was taken from BAC’s inflated profit margin.81

Throughout the 1970s, not just Britain but also the US and France continued to benefit from the munificence of Saudi arms spending. The total value of Britain’s 1967, 1973 and 1977/78 deals with Saudi Arabia was approximately £4.5bn in today’s money, with at least £500m paid in commissions.82

However, the real bonanza was still to come.




2. The Nazi Connection

Where large British and American firms became the pinnacle of the formal trade in arms, a small German company run by an affable, rotund former Nazi represented the murkiest depths of the shadow world, the borderland between the legal and illegal trade in weapons.

Merex had its genesis in early June 1945, just over a month after Adolf Hitler had committed suicide, as two men sat on a verandah in Wiesbaden in western Germany. One, General Reinhard Gehlen, was a German prisoner of war, who had turned himself over to the Allies a month previously. The other was John R. Boker Jr, an American officer in military intelligence whose task it was to interrogate senior German operatives captured by the Allies. Together they discussed an arrangement that would have deep ramifications for both Germany and the world’s future: to secure the survivors of Nazi Germany’s wartime intelligence in service of the West.1

For Gehlen, and the wide network of operatives he directed, the Second World War had been but a prefiguring of the great global conflict to come. In May 1942, Gehlen was appointed as the Chief of the Fremde Heere Ost (Foreign Armies East), the intelligence branch of the German General Staff on the Eastern Front.2 His experience there was eye-opening; a committed Nazi, Gehlen was nevertheless forced to admit that Germany’s chances of winning the war were slim. Directly appraised of the methods and might of the Soviets, Gehlen confided in his Fremde Heere Ost colleague Lt Col. Gerhard Wessel that the end of the conflict would bring into sharp relief what the exigencies of war had hidden: that the next decades would witness a severing of the world in two, the West on one side and the East on the other. More importantly, the East–West conflict would spare none, demanding allegiances without option: ‘It would be essential to ally with one side or other; no neutral position was possible,’ Wessel recalled in a later statement given to US authorities.3 Caught between two global forces, Gehlen and Wessel chose the West.

Coming to this realization, Gehlen and his organization made plans. Large dossiers of German intelligence on Soviet activities, which included surveillance photos of Russian industrial complexes and detailed intelligence on the capacity of the Soviet air force, were consolidated and hidden, often in makeshift holes beneath the floorboards of foresters’ cottages. When the time came Gehlen and his colleagues would present themselves to the Allies, offering up their cache in return for lenient treatment.

It was a deal that John R. Boker Jr felt was good value. Convinced of the quality of German intelligence, Boker oversaw the reconstitution of the hidden files and scoured POW camps to reunite Gehlen with his former colleagues. Fearful that US authorities with a less sympathetic approach to Nazi officers would scupper his plans, Boker did what he could to hide his activities and protect Gehlen’s organization.4 In August, Gehlen and a number of high-ranking colleagues were transported under Boker’s watch to Washington in the private plane of a US General and from there to the Pentagon.

After initially being placed in solitary confinement,5 within a year, having impressed US Intelligence, who trained him intensively, Gehlen was returned to Germany to head a massive US-backed German spy-ring to monitor Russian activities. Over the next decade, the US poured an estimated $200m into the ring, known colloquially as Gehlen Org.

In 1955, now staffed by thousands of undercover agents, Gehlen Org was formally handed over to the German government and integrated into the newly created West German intelligence agency, the Bundesnachrichtendienst (BND).6 Gehlen, the star of German Intelligence, would head the BND until his retirement in 1968. For his part, John R. Boker, who would become a world-renowned stamp-collector in his private life, was given belated recognition for his foresight when he was inducted into the ‘Hall of Fame of Military Intelligence Service’ in 1990.

Gehlen’s soft landing following the war was matched by other prominent Nazis, many of whom formed a post-war nexus of contacts that frequently fed into the activities of Gehlen Org and the BND. In what was probably not an uncommon discovery, a BND employee was found to have been a prominent member of an SS unit responsible for the liquidation of 24,000 civilians in Russia, mostly Jews.7 Befitting these sordid origins, this network traded in the depraved: torture training, mercenary services and, most notably, arms dealing.

Gerhard Mertins was one such character who emerged from the rubble of the war unscathed and would make hay from his contacts within the Gehlen group. Mertins had excelled during the war, rising to the rank of Major in the Wehrmacht. In 1944, he was awarded the Knight’s Cross – one of only 7,000 German soldiers to receive the honour – for acts of bravery during the unsuccessful attempts to repel the Allies’ D-Day invasion.8

Despite appearing a happy, easy-going man, always ready to help, Mertins was also shrewd and ‘cheated everybody’, according to a close associate.9 Soon after the war he took up a position at Volkswagen, a company with an impeccable Nazi pedigree. Little is known of his activities until the early 1950s, although it is almost certain that he kept curious company. According to US Army Intelligence documents, Mertins was the leader of the Bremen branch of the Green Devils, a group of Second World War parachutists agitating for a rearmed Germany.10 The branch included a number of suspected war criminals as well as General Kurt Student, the man responsible for masterminding the German invasions of Holland, Belgium and Luxembourg.

Closely connected to neo-Nazis of all stripes and unrepentant about his right-wing views, Mertins was more than comfortable with the considerable neo-Nazi sentiment evident in Germany after the war. For instance, he invited Otto Ernst Remer, founder of the Socialist Reich Party (SRP) in 1950, to address members of his veterans’ group in Bremen. The SRP’s platform was almost indistinguishable from Hitler’s and included denial of the Holocaust. Despite disagreeing with some of Remer’s points on rearmament,11 Mertins was ‘considered to be an important SRP sympathizer’ who US Intelligence believed ‘will aid the party financially’.12

Mertins’s connections to the world of veterans and ex-Nazis was to stand him in good stead when he decided to leave the employ of Volkswagen. In September 1952, he travelled to Egypt to participate in a bizarre project that was to provide an entrée to the world of arms dealing.

In 1948, the Egyptian army had been humiliated in a war with the newly created state of Israel. The response of the then Egyptian ruler, King Farouk, was to hire a number of ex-military Germans to assist in training his troops, allegedly with the tacit support of both the CIA and Gehlen Org. When Mertins arrived in Egypt in September 1951 he became a top aide to one of the group’s leaders, the former Wehrmacht General Wilhelm Fahrmbacher, like Mertins a recipient of the Knight’s Cross.13

When the young General Gamal Abdel Nasser led a coup against King Farouk in July 1952, he turned to the Germans who had been training his erstwhile enemy’s forces to create his own intelligence and security network in order to consolidate power. Seamlessly shifting their allegiance from King Farouk, the German detachment set about their new task, still with the backing of the CIA and Gehlen Org. The training was led by Otto Skorzeny, a notorious ex-Nazi who had been part of an elite unit that helped Mussolini escape from Allied jails during the war. Skorzeny himself escaped from a US prison camp in 1948 – possibly with a wink from US intelligence services – and joined the like-minded Spanish dictator, General Francisco Franco. Skorzeny set himself up as an agent for various Spanish arms companies, most notably ALFA. Mertins was in contact with him in 1954 to discuss a potential arms deal that Skorzeny was negotiating with Nasser.

While it is unlikely that Mertins was ‘at the right hand’ of King Farouk, as he boasted in a rare 1968 interview,14 he was certainly less ideologically disposed towards Nasser, especially when the Egyptian Prime Minister moved towards the Soviets for support. Mertins left his Egyptian posting but remained active in the Middle East during the mid-1950s. He trained parachute regiments in Syria and worked as a sales agent for a number of German firms throughout the region. His most notorious employer was a company run by one Herbert Quandt, for whom Mertins sold Mercedes-Benz vehicles in the Middle East, most notably 500 ‘wine-red’ cars to the officer corps of Saudi Arabia.15 Quandt, who had served in the same parachute regiment as Mertins, also had impeccable Nazi credentials: his mother, Magda, had married Joseph Goebbels, Hitler’s Minister of Propaganda, and committed suicide in the presence of Hitler in the Führer’s bunker as the war came to an end.16

As a result of his activities in the region, Mertins was considered a potentially useful intelligence asset. He was approached by US Army Intelligence during the mid-1950s and immediately put on the payroll. His job was to provide his new friends with information about the Middle East gleaned from his work as a salesman.17 It was the first time, but certainly not the last, that Mertins made money from his relationship with intelligence services.

Mertins returned to Germany in the late 1950s, and attempted unsuccessfully to rejoin the German army. However, his disappointment was soon forgotten in the excitement of a lucrative offer: Reinhard Gehlen asked Mertins to act as the middleman for German arms sales to the Third World. Gehlen would assist Mertins with intelligence about potential clients and help him to arrange the necessary papers – end-user certificates and export licences which are essential to any arms deal.18

Germany at the time was hoping to remilitarize. The thinking was that in addition to using arms to peddle influence, selling its old surplus stock would raise much-needed money for new arms purchases. For this purpose, in 1963 Mertins established a new company, Merex, which was jointly based in Bonn and Vevey in Switzerland.19 He suggested that the name had been intended as a contraction of Mercedes-Export, despite the fact that it was ‘not connected with the car company’.20 Humility might have prevented him admitting that it could as easily be a syncopation of Mertins-Export.

The company boss soon forged a crucial new contact to add to his large intelligence network. In 1965, Merex was hired as the German sales agent for Interarms, the International Armament Corporation run by the infamous Sam Cummings, who was sometimes referred to as the ‘new Zaharoff’ and delighted in pointing out that his house in Monte Carlo was close to the former Zaharoff home.21 Cummings had served as a Lieutenant with US Army Secret Services during the Second World War, after which he was recruited as an undercover agent for the CIA with responsibility to buy up surplus German weapons on the black market.22 He had formed Interarms in 1953 at the tender age of twenty-six and proceeded to make a fortune with help from the CIA. In 1954, he undertook his first major CIA-sponsored mission, to supply arms to a right-wing coup in Guatemala. Three years later Interarms supplied weapons to the forces of Fidel Castro in Cuba – a transaction sanctioned by the CIA.23 It was believed that by supplying Castro with arms, the US may have been able to keep the bearded revolutionary onside: a spectacular, if not uncommon, case of misplaced strategic thinking and blowback.

Together, Mertins and Cummings were a formidable arms-dealing force. In 1965 they worked together to sell seventy-four US-made F-86 fighter planes to Venezuela, fifty-four of which were surplus German stock and a further twenty procured from active Luftwaffe service.24 It was a hugely profitable deal. The planes from German surplus stock were bought at a price of $46,400 each and sold to the Venezuelan air force for $141,000 per plane, netting a total profit of $6.926m, which Cummings claimed was transferred in its entirety to Mertins.25 The deal was riven with corruption.26

The following year, Merex sealed a series of controversial deals that would almost spell an end to Mertins’s nascent career as an arms dealer. Zaharoff-like, he sold fighter planes to both sides in South Asia, one of the world’s less stable regions at the time. The first involved the sale of ninety F-86 aircraft to Pakistan, once again raised from surplus German stock. At the time Pakistan was a no-sale zone, embargoed by NATO because of its simmering conflict with India. The required subterfuge was undertaken with the help of the Shah of Iran, who allowed the planes to be delivered to Tehran by Luftwaffe officers and then flown to Pakistan by Iranian pilots dressed up as Pakistani officers.27

Mertins sold the weapons to Pakistan even though Merex had a standing order with India. In August 1965, India had placed an order with the company for twenty-eight Seahawk MK 100s and 101s, old sub-sonic jets that had been used by the Luftwaffe and were now considered surplus. When the India–Pakistan war erupted that year both countries were embargoed. But in June 1966 Mertins was given the go-ahead by German authorities to sell the planes to a company in Italy. He leased a ship, the Billetal, to transport his cargo. It set sail from the tiny German port of Nordenham, and once in the Mediterranean passed straight through Italian territorial waters, and wound its way down the Suez Canal and landed in India.28 Purchased for a reported $625,000 by Merex, the jets were sold for $875,000, raising a profit of around DM 5m.29

At precisely the same time that the Billetal was carrying cargo for Merex to India, its sister ship, the Werretal, was on its way to Pakistan, traversing much the same route in order to deliver Cobra anti-tank rockets sold to Pakistan by Merex.30 The Werretal made a second delivery on the same trip, docking in Iran, where the ship disgorged its cargo of missiles, cannons, machine guns and other matériel. An Iranian end-user certificate, signed by the country’s envoy to Germany, gave the deal legitimacy. But, as with the Pakistan deal, the cargo was instead rerouted to Saudi Arabia – a country with whom Germany had severed diplomatic ties a year previously.31 This time the cargo was valued at DM 12.58m.32

Mertins’s duplicitous adventures were leaked to the media. An intensive campaign in Swiss newspapers persuaded Mertins that he was no longer welcome in the country.33 The news was also met with outrage in the US, as the planes sold to Pakistan were ex-US stock given to Germany after the war. As often happens in such deals, the providing country retains the right to veto any deal to sell the weaponry on. Selling to Pakistan during a period of conflict was a violation of US and international law. Congressional hearings were held under the chairmanship of Senator Stuart Symington. Mertins was not called, but instead met Symington privately. But Sam Cummings was forced to appear before the assembled politicians, where he confirmed Symington’s astonishing finding that ‘our own intelligence services knew exactly at that time that these F-86s were meant for Pakistan’.34

As Congress was holding hearings into the Pakistan deal, the FBI was investigating whether Merex should be registered as an agent of the West German government. After considerable paperwork had been collected indicating that Merex was in constant contact with the US Departments of State and Defense, Army Intelligence intervened to ensure that the company was not registered as an agent, lest it lose its secrecy and anonymity: ‘The Army has opposed registration of Merex or Mertins (as a former agent) on any basis which could jeopardize [their] continued use.’35

With US Army Intelligence in his corner, Mertins decided to establish an American branch. Merex Corporation was set up in a home in Bethesda, Maryland, just north of Washington DC. In an interview granted as the hearings into his South Asian activities were taking place, Mertins indicated his closeness to the US establishment, by referring openly to Henry J. Kuss – the man who approved or rejected the sale of surplus weapons gifted by the US – by his first name.36 Unfazed by possibly negative press, Mertins distributed Merex memorial calendars, replete with stirring pictures of heavily armed soldiers entering combat, reflecting the experiences of both the ‘new’ and the ‘old’ Germany.37

The opening of the US branch was the final nail in the coffin of the brief but profitable relationship between Mertins and Sam Cummings, which had begun to sour after the Pakistan deal became public. Previously, Interarms had acted as Mertins’s agent in the US, but this was no longer necessary. They relinquished their agency commitments to each other and engaged in some less than flattering portrayals to the press. Mertins was often quoted belittling Cummings’s legendary self-aggrandizement: ‘I know him. He’s Cassius Clay – the greatest! I’ve heard it all. He’s a scrap dealer! He keeps files the way he learned as a corporal. Merex is not on the level of scrap!’38 Ironically, when Mertins lost his sympathetic contacts with the German establishment, Cummings was the one to take advantage, signing a joint agency deal with Mertins’s replacement, a company led by a former Nazi Lieutenant General, Gerhard Engel, who had served as Hitler’s adjutant.39

Mertins installed a close friend, Gerard Bausch, as the CEO and president of the company, although Merex Corp remained entirely owned by the European business. Bausch, who had initially run the company from his basement, came with his own very useful connections. Much like Mertins he had carved a useful niche for himself in the operations of German Intelligence. In 1962, on Reinhard Gehlen’s instructions, he was named station chief in Mertins’s old stomping ground, Cairo. He was briefly arrested in 1965, suspected of involvement in a plot with Wolfgang Lotz, a joint German–Israeli agent, who was discovered forwarding information to Mossad from Egyptian generals unhappy with Nasser, while also sending letter bombs to German scientists who were working with the Egyptian ruler. Bausch was eventually freed after three trips to Egypt by Hans-Heinrich Worgitzky, the Vice-President of German Intelligence.40

Even with Bausch’s connections, Mertins’s relationship with German Intelligence cooled after the Pakistan deal, for which he eventually faced criminal charges. It hardly helped that at around the same time Mertins also completed the sale of 6 million rounds of ammunition to the Nigerian government, soon after West Germany had officially stopped supplying the country after a military takeover.41 Nigeria was increasingly moving towards the Soviets, who would supply arms without fuss,42 so Mertins was providing ammunition to a Soviet-linked state in defiance of his own government.

With his German government links in a fragile state, Mertins began to pursue other avenues and continents in search of new sales. In some cases he was helped by connections to US Intelligence. In 1972, for example, just over a decade after leaving Egypt because of political differences, Mertins was called in by General Sadiq, a trusted lieutenant of the new Egyptian leader, Anwar Sadat. The Egyptians were frustrated by the slow pace with which Soviet supplies had been delivered. At a meeting with Mertins in Egypt, General Sadiq asked the weapons dealer to sound out US officials as to whether they would be willing to step into the breach if the Soviets were expelled. Also on the table was a potential deal for bridging equipment supplied by Merex.43

But it was in South America where Mertins was able to secure most of his new deals, using, once again, his enduring Nazi connections. In Peru Mertins appointed Commercial Agricola as Merex’s local representative in the country.44 The company was run by Fritz Schwend, who, during the Second World War, had been part of Operation Bernhard, a madcap scheme to undermine the British economy by flooding the UK market with masses of counterfeit pounds.45 Schwend had, like many Nazis, escaped post-war justice and settled in Peru. He and Mertins were assisted by Otto Skorzeny. Skorzeny struck up a close relationship with Peruvian Intelligence, which led to a request for M14 tanks.46

Mertins’s South American network included other, even more extreme, Nazis, such as Hans Rudel and Klaus Barbie.47 A fanatical right-winger, Rudel frequently travelled to Germany in the early 1950s to speak at the behest of the Freikorps, of which he was ‘patron’.48 The Freikorps was ‘the most flagrantly nationalistic right-wing organization in Western Germany since the Nazi Party … adher[ing] closely to the policies of the Nazi regime, even to advocating return to a dictatorship’.49

But the most notorious of Mertins’s South American cabal was Klaus Barbie, nicknamed the ‘Butcher of Lyon’, and a close friend of Fritz Schwend. Barbie personally oversaw the torture and killing of 4,000 residents of occupied Lyons during the war, including a group of Jewish orphans he had ferried to concentration camps. After the war Barbie worked for US Intelligence before settling in Bolivia. In fact, the US aided his move to South America after French authorities had discovered his whereabouts. Barbie’s depraved skills proved useful to Bolivia’s military dictators. During the reign of Hugo Panzer, Barbie was hired to set up internment camps for political opponents, where torture and executions were common. Usefully for Mertins, Barbie also became the dictatorship’s official weapons-purchasing agent. In February 1968, Schwend wrote to Mertins to inform him that Barbie’s company, Transmaritima, was looking to buy used ships for the Bolivian navy. Although it is unclear whether the deal took place, Mertins certainly intended to help; the request to speak to Barbie was forwarded to Merex’s ‘Naval Department’.50

Mertins’s deepest and most profitable connection in South America was with Chile. Merex first entered the Chilean market in 1971 when Gerard Bausch travelled to the country to sell $800,000 of bridles and saddles to the Chilean cavalry, as well as 20,000 rounds of ammunition.51* Their point-man was an influential and ambitious General, Augusto Pinochet, who took power in an infamous coup two years later, supported by the US and in which the democratically elected President, Salvador Allende, was either murdered or compelled to commit suicide. Mertins was delighted that the country was in the hands of a virulently anti-communist strongman and frequently travelled to Chile, where he witnessed Pinochet’s propensity for violence and torture. During these visits Mertins often stayed at Colonia Dignidad, a German community camp based in the southern Andes. He was so impressed with the colony that he formed the Circle of Friends in Germany to raise funds for it.52

Colonia Dignidad was no ordinary community. It was formed in 1961 by yet another ex-Nazi, Paul Schäfer, a German priest who had fled his home country after being accused of child molestation. The camp was heavily fortified, watched over by guard towers and protected by barbed wire, as much to keep residents in as visitors out. The community mixed bizarre social values – autarky and a German agrarian lifestyle from the 1930s – with the fervour of a self-styled militia. When Colonia Dignidad was eventually closed down at gunpoint after Pinochet’s overthrow, a massive weapons cache was discovered which included private handguns, grenade launchers and a buried tank. A secret warren of tunnels had been constructed under the colony, featuring torture rooms allegedly designed by Michael Townley, a CIA operative who worked closely with the Chilean Secret Police (DINA).53 DINA, which maintained regular radio contact with Colonia Dignidad, used the rooms to torture political opponents, often ‘to the strains of Wagner and Mozart’.54 The well-stocked facility was also alleged to be a laboratory for the development and testing of biological weapons, which may have been used on those tortured. When the colony was finally raided, it was clear that Schäfer also engaged in the ritual molestation of young boys forced to stay at Colonia Dignidad, a charge on which he was found guilty in absentia by Chilean courts in 2004.55

During the late 1960s and early 1970s, Mertins also pursued deals in East Asia. US Senate hearings in 1978 heard that the company provided price lists to a notorious South Korean businessman, Tongsun Park, who was accused of inappropriately buying influence in the US Congress in the 1970s.56 In 2005, Park was alleged to have been involved in the Iraq Oil-for-Food scandal. Two years later he was sentenced to five years in prison for his role in attempting to bribe UN officials at the behest of Saddam Hussein.57 In 1972, Mertins entered into a long-lasting relationship with the Chinese military parastatal NORINCO, a relationship that also involved Saddam.

With deals stretching from South America to Asia, the late 1960s and early 1970s were the ‘salad days’ of Merex and Gerhard Mertins.58

The good times didn’t last. Mertins’s cachet stemmed from his Intelligence connections in Germany and then the US. In the early 1970s, he worked as an agent for the Field Activities Command (USAFAC), an Army-run espionage unit whose brief was to collect human intelligence – what people are doing, and why – from around the world. Mertins frequently upset his handlers, often selling to countries that were considered, at the very least, anti-American. His relationship with US Intelligence ended in 1972 during the Vietnam War, after he had barged his way into US military headquarters in Saigon, announced he was with American Intelligence and demanded to see the officer in charge.59 His bombast and indiscretion had gone too far. Mertins was dismissed as a USAFAC operative. Refusing to accept his dismissal, Mertins took the unprecedented step of taking USAFAC to court. The proceedings were declared classified, but because of the scare with Mertins it was decided to disband the unit altogether.

Mertins’s star was also waning in Germany. The media, still outraged at his involvement in sales to Pakistan, intensified their coverage of the arms dealer after the District Attorney decided to prosecute Merex for breaking German export laws and falsifying documents. Also accused with Mertins were his business partners, Gunter Laurisch, a former Nazi parachutist who had served under Mertins, Karl von Brackel, a Luftwaffe member, and Heinz Hambrusch, an Austrian gun-maker who also served as a Merex sales agent. The legal proceedings marked a slump in the company’s profitability until the early 1980s. Indeed, after the trial concluded, ‘Mertins [was] a broken man, [claiming] he only contravened a few laws because his government had told him to.’ The once brash arms dealer appeared ‘tired and tousled’.60

His defence team claimed that his dealings in Pakistan were at the explicit behest of the German government. Mertins explained his relationship to the German Intelligence network, BND, and the judge found little to discredit his evidence, especially after a BND operative testified that the government was almost always aware of what Mertins had done in Pakistan,61 as part of a project codenamed Uranus.62 At the end of 1975, Mertins was eventually cleared of any technical wrongdoing in the Pakistan deals, even though he had provided weapons to both sides of the conflict in contravention of the law. But Mertins was nothing if not combative: feeling that his name had been ruined by the trial, he took the German government to court, requesting financial relief. He did so partly out of pride but primarily out of financial necessity. By 1977, Mertins was so strapped for cash that his estate in the Rhine was seized.63 Merex financial statements from the time read like a disaster story: by 1980, the company had costs of DM 8.2m, but only DM 1m in holdings and a paltry DM 500,000 in turnover.64 This second trial provided some relief for Mertins, who received DM 5m in compensation, although he had requested DM 12m.

The latter part of the 1970s was a fight for survival for Mertins, who became even less discriminating in his selection of customers. He was an example of blowback writ large, working for both sides in the Cold War battle of ideologies. By the early 1980s, he had, remarkably, again ingratiated himself with US Intelligence structures, this time working with the CIA. He befriended James Atwood, an American with strong CIA links who was regarded as an oddball small-arms dealer. Atwood was a minor celebrity in neo-Nazi circles as a result of his book The Daggers and Edged Swords of Hitler’s Germany. By the mid-1980s, Atwood and Mertins shared office space in the US and worked together on a deal, in September 1986, that supplied weapons to the Nicaraguan Contras as part of the Iran–Contra affair.

Iran–Contra was the highly controversial and illegal arrangement whereby the Americans sold weapons to Iran – then run by the Islamic regime of Ayatollah Khomeini and subject to a US arms embargo – and used the proceeds to fund right-wing Nicaraguan rebels who were fighting to overthrow the left-wing Sandinista government. It was a disastrous operation undertaken by Colonel Oliver North and conceived at the highest levels of the Reagan administration. Vice President George H. W. Bush played a leading role, along with his Saudi Arabian friend, Prince Bandar, the Israelis, and a host of unscrupulous arms dealers, in the debacle that ultimately armed the same Iran that is today regarded as the US and Israel’s most implacable foe.

Merex’s role in Iran–Contra was to sort out one of the many potentially embarrassing foul-ups in the affair. Oliver North’s front company, Enterprise, had purchased $2.2m of illicit arms from Monzer Al-Kassar, a prominent and controversial arms dealer known as the Prince of Marbella, using money raised from selling arms to Iran. While the weapons were en route from communist Poland, where they had been purchased, to Portugal, US authorities lifted the arms embargo on the Nicaraguan Contras, leaving Enterprise with a huge cache of overpriced weapons. To save face, Mertins and Atwood interceded on behalf of Enterprise and convinced the CIA to purchase the weapons. Helmut Mertins, the son of Gerhard, was duly sent to Portugal to clean up the mess. He contracted another ship and oversaw the transfer of the weapons to a CIA depot in the US from where they were reportedly transferred on to the Contras.65

At much the same time as Mertins was working with the CIA to assist the Contras, he was also developing a relationship with China. As noted earlier, Merex had had contact with the Chinese military parastatal NORINCO as early as 1972, providing it with invaluable access to Western arms and intelligence networks.66 As a consequence, Mertins was on good terms with the head of NORINCO, Zhao Fei. Chinese authorities coveted a powerful and accurate 120mm cannon produced by the huge German conglomerate Rheinmetall. Mertins acquired the plans of the cannon and provided them to NORINCO.67 Such are the morals of the arms dealer: developed and nurtured by German Intelligence as the arms dealer of choice for shadowy transactions, Mertins was willing, only a decade later, to undermine the military capacity of his fatherland so as to support communist China.

Mertins’s correspondence with Zhao Fei made clear that Merex had engaged in arms deals with China that flew in the face of US policy, despite his connections to American Intelligence. The correspondence also revealed that Saddam Hussein was a potential Merex customer only two years before the Iran–Contra scandal, in the middle of the Iran–Iraq War. In one throwaway line in a letter from Mertins to Fei, the German reported that ‘we have contacted Saddam Hussein and pointed out again the quality of Chinese military production’.68

Mertins’s relationship with Zhao Fei had become public as a result of another questionable transaction. In 1982, the US company Fairchild Weston retained the services of Merex to help sell its products in China. One item in particular caught the attention of the Chinese: a long-range spy camera known as the LORAP. NORINCO decided to buy two of the cameras at a price of $20m. The US Department of Defense was concerned that the cameras would greatly enhance Chinese intelligence capacity. They suggested that ‘due to technology involved, advance in intelligence-gathering capability and resultant threat to US allies, we would recommend denial’.69 Reagan administration officials disagreed. The Pentagon was overruled and the NORINCO deal given the green light. Mertins was nevertheless angry, believing that he had been sold short on his commission on the deal. Fairchild Weston objected, claiming that Mertins had been more of a hindrance than a help in the transaction. Mertins sued the company, with the German’s claims overturned on appeal. The arms dealer would never see any money from the project.

His double-dealing, constant deception and lack of loyalty not only to a country or ideology, but even to his closest partners, were proving the undoing of Gerhard Mertins. But Merex would continue to prosper in the depths of the shadow world.
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